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DISCOVERY MINES LIMITED 


Directors’ Report to the Shareholders 


To the Shareholders: 


Having reduced further its bank indebtedness since the year end, your Company is 
giving some consideration to new projects. Opportunities in low risk oil and gas ventures 
are currently being investigated, the income from which would be sheltered from tax by 
Discovery’s $1.5 million of unused exploration and development expense. 


Discovery’s investment in Rayrock appreciated substantially during 1977, and at 
year end the 970,400 shares owned had a market value of $1.3 million. Additional oil and 
gas participations represent the highlights of Rayrock’s recent activities. Independent 
valuations of that company’s projected recoverable oil and gas reserves in both Ontario 
and Alberta show a pre-tax discounted present worth in excess of $5.5 million. For 1977 
Rayrock reported increases in net earnings, cash flow and working capital. Exploration 
involvements in mining include a uranium joint venture and participation in two major 
syndicates. 


No work has been conducted on Camlaren’s gold property since the 1974-75 
underground exploration and development program financed and undertaken by 
Discovery Mines Limited at a cost of $1,113,600. 


Although bullion has recovered appreciably from its 1976 average of $123 per 
ounce, the rise has been accompanied by continuing escalations in capital and operating 
costs. In addition, the capital investment to meet environmental standards has escalated to 
unreasonable levels. Much higher gold prices coupled with evidence of stability would 
therefore be required to attract the capital to attain production. 


The economics of a potential operation at Camlaren might be enhanced if custom 
‘milling arrangements can be negotiated with one of the gold producers in Yellowknife. In 
such an event, winter trucking of the ore should not present any formidable problems. 

Despite outstanding efforts of the staff and crew in holding costs, the Irish 
operation of Avoca Mines continued at a substantial loss — a result of extremely low 
copper prices. At year end Messina (Transvaal) Development Company terminated 
exploration at the mine property. The Irish Government subsequently increased its 
guarantee of Avoca Mines’ bank overdraft which will enable the operation to continue for 
an undeterminable period. 


Discovery’s investment in both the shares and debentures of Avoca Canada were 
written down to a nominal value in 1975 due to the mine’s uncertain future. 


On behalf of the Board of Directors, 


Toronto, Canada (4, 


April 14, 1978 President and Managing Director 


DISCOVERY MINES LIMITED 


Consolidated Statement of Operations 
and Deficit 


For the Year Ended December 31, 1977 


1976 
$ 
Income 
PPE SOMONE AINA I Cire en toes Ah Blac) oy cus bar eguae rc tee ete as fue neva ies daa arenmtane es 2,230 
GP TNS LINC ONIN) Cert ee rete fie Becca ach caneincddeantatha: HuM CARA vonatelenouocaeewolat Menara 15,420 
Sr atimontn sale. aliIKeG ASSELS\ nn cccre. sesso eageoe: atta eesaeet one ake ee espns 26,453 shes We 
GAIN OSS) FOR Sale. OL 11 VESTIMICTIES: np seteee aon eee ence pee cee heed snoss chavs tone 4.907 (21,280) 
31,360 53,542 
Expenses 
DOPE UY -LVA IN LOM ARCO bec Beis scdkn ah entoswsnspan uae sea Rema rete ae eat doce UE 4.083 19,130 
Fie Ace RIC Te RO CISC Geek axles mu ide dod antias zc tenananet ppeegoncccse stan daloeng hanes 20.998 60.469 
Ea MeL GCEC Se Meena acta eter in traacklateas Sipaaae de mloee suet een ast eves dines dts 15,638 26,304 
40,719 105,903 
WSs IDCLOTEs (NESUMOCINOLEG ALOIS 5 coc-tacssnaient-ai cece rath edespaactdttnisans-ancasseaaecunans PERN) 52,361 
Share of loss determined by the equity method ...............0.cceeeeeeeeeeseetees 738 6.007 
OSG POL tiheny Galan: artery srs cot ce ihayle conch tontesaeen dts Siete sneaks eae sadist Seat eaaresbins 10,097 58,368 
DS CL ome DE SITING lg VEAL be rco8 cer vseoude coaessuraysies @uruse aeetacacmnteaahisueh-ouGeobcidennossolbi 1,166,697 1,108,329 
DCR CIL TPCT GOL VAT ere ect ec keaien he aincdy veh vac ene earn mse easceYasenstnaphs 1,176,794 1,166,697 
DO ease RRS REAL MMe We atte re acre bayy-auc ance omcade ferent eee eicer Gerad talent cra saaaedine $ — $0.02 


DISCOVERY MINES LIMITED 


Consolidated Balance Sh 


ASSETS 
1976 
$ 
Current assets 
CCASIY  ccautee <edecas end as vuetataessaca cw acoe geet aura eee een ete ae oe ee eee a RPC eRe 49,205 14,887 
Accounts receitvable-and prepaid expenses cc.) etre cee 19,058 56,869 
68,263 T1560 
Amounts due on sale of mine equipment ......................cccccccceseeesceeneeeeseeenseeees 25,000 _ 
Long-term investments (notes 1(b) and 2) oo... iecesecssesetsceeseeeseeeseeeeseeenees 1332293 1547-334 
Mining properties (note 3) 
Mining, Clatinisuag,.2::. stent csntcsesq detec eet een oe aa hee arenes 342,616 342,616 
Furniture. and equipment is sce eee esa oeerebee «Bae caer cee ee 931 ldghz9 
Deferred exploration and development expenditures .........0.....c 1,113,600 1,113,365 
1,457,147 1,467,760 
\ 2,882,703 2,886,850 
AUDITORS’ REPORT | 


We have examined the consolidated balance shee 
consolidated statements of operations and deficit and 
examination was made in accordance with generally acc 
and other procedures as we considered necessary in the ¢ 


In our opinion, these consolidated financial stater 
December 31, 1977 and the results of its operations and 
accordance with generally accepted accounting principle 


March 15, 1978 
Toronto, Canada 


as at December 31, 1977 


Current liabilities 


Ban keince ntedn Sse MOLGs4 )) nies cs ees scoot ces cot vaensen ek 
Accounts payable and accrued liabilities 


Die top Ay cock sMINeSel mite Cayenne entice ecscescantesy: 


IVETIROEIE VA IIMUCH CS Glee facets ca ee ones sgedtie ode eopitche seeks 


SHAREHOLDERS’ EQUITY 


Capital stock 
Authorized — 


4,000,000 shares of $1 par value each 


Issued and fully paid — 


BAIS CMMs LAC Sipeerescaeetsyes a eee cette ie Re ct a 


GOnCEOUted SUE plist. cee sce. cece cccs- cet arsane soto: cabtin sce Soreoes sitnass 


IBIS TOL conemqrecassdeshdocSsnuSabaGansi ane See MRA AEM ae oe me nM ec Re 
Signed on behalf of the board 
J.C. BYRNE, Director 
W.J. WHELAN, Director 
‘HE SHAREHOLDERS 


iscovery Mines Limited as at December 31, 1977 and the 
ges in financial position for the year then ended. Our 
auditing standards, and accordingly included such tests 
stances. 


present fairly the financial position of the company as at 
langes in its financial position for the year then ended in 
lied on a basis consistent with that of the preceding year. 


COOPERS & LYBRAND 
Chartered Accountants 


LIABILITIES 


160,000 
135299 


148,998 
822,297, 


41,653 
363,950 


3,188,773 
506,774 


(1,176,794) 
2,518,753 
2,882,703 


1976 


185,000 
27,905 


101,562 
314,465 


43,535 
358,000 


3,188,773 
506,774 


(1,166,697) 
2,528,850 
2,886,850 


DISCOVERY MINES LIMITED 


Consolidated Statement of Changes 
in Financial Position 


For the Year Ended December 31, 1977 


1977 
$ 
Source of working capital 
Proceeds on-Saleson fixed assets vee ness eee ee 36,551 
Proceeds on sale GmumVestitents tre. sce ereae ee eee ee eee 28,296 
64,847 
Use of working capital 
Current operations: (MOU 7). .2 nae are eee ee ee 39,969 
Advances’ to"Avoca: MMinesiGanada limited sane coe iene 10,968 
Development expenditures = deferred <aea ern ere et eee, oS 
Increase in amounts due on sale of mine equipment ...............cceee 25,000 
Homer 
Decrease’ (increase) in working Capitalccg..) cc. ee hi,325 
Working capital deficiency — beginning of year ........0....0..cc ee eeceeeeeeees 242,709 
Working capital deficiency — end of year ...............ccccccecccceesccceseeeeneeeetsneeenees 254,034 


1976 


Sli2 
60.460 


117,632 


35,085 
3,845 


38.930 


(78,702) 
321,411 


242,709 


DISCOVERY MINES LIMITED 


Notes to Consolidated Financial Statements 
FOR THE YEAR ENDED DECEMBER 31, 1977 


ACCOUNTING POLICIES 


(a) 


(b) 


(c) 


Basis of consolidation 

The consolidated financial statements include the accounts of the company and its subsidiaries, 
Camlaren Mines Limited and Botha Lake Mining Corporation Limited. Investments in 
effectively controlled companies are accounted for by the equity method. 

Long-term investments 


The investment in shares of effectively controlled companies is carried at cost adjusted by the 
company’s share of their earnings or losses since effective control was acquired. 


Other long-term investments are written down when there is evidence that their inherent worth 
has declined below their carried value. 

Deferred exploration and development expenditures 

These expenditures are deferred until such time as they are written off against production from 
the property to which they apply or until the claims are sold or otherwise disposed of. 
Expenditures made in the general search for minerals are normally charged to expense in the year 
incurred. 


LONG-TERM INVESTMENTS 1977 1976 
(a) This item comprises: $ $ 
Investment in companies accounted for by the equity method — 
DATE ST MOlec toa TTCh 210) lines ike Wa utueee saat sane hese nea case nce eee ee 10,578 13,199 
ID seri Peite Sameer nie tk, OR an a ket tere she gata l | 
10,579 13,200 
Other investments — at cost — 
SHVARESe (NO CESwili(( to) warn Gin (C))) eesena tee cee ceeecen ce eee ene aoe one ee Palsy Ih abel Gay 
Advances to Avoca Mines Canada Limited and its subsidiary (note 2(e)) 100,476 89,509 


(d) 


Leas 2,2 99 ees thao Oos 


The quoted market value of the shares of these companies accounted for by the equity method is 
$194,891 (1976 — $89,950). 


Other investments include listed shares carried at a cost of $1,220,537 with a quoted market value 
of $1,316,715 (1976 — $1,080,063 and $789,804, respectively). 


The quoted market values referred to above do not necessarily represent the realizable value of 
these holdings which may be more or less than that indicated by market quotations. 


(e) The ultimate realization of the advances to Avoca Mines Canada Limited and its subsidiary is 
dependant upon the substantial improvement of the presently depressed copper prices. 
MINING PROPERTIES 1977 1976 
$ $ 
(a) Mining claims were acquired for cash and shares of capital stock as = 


valued by the directors of the applicable company — at cost, less 
amounts written off: 


BZ clainis W Hitehorse ty WROMP eNritOryes. ctvensecmasetts are veres cs sutteevaly 69.312 69,312 
21 CLAWS LDISCOVERVIIN, W 4 I si cuenosranorvresctscauna leseennseanteensnsentbu ats tracers l | 
21 claims Gordon Lake Arcagn Welt cisrauveursreaen caste stansbecvnsesestes 273,300 273.300 
SINAC a se tochisans slsan ie pulse. v eva beets oe craah dened iva hysisatanncan sven aepihns gas 3 3 


342.616 342,616 


DISCOVERY MINES LIMITED 


3. MINING PROPERTIES (continued) 


(b) The amounts shown for mining properties represent costs to date, less amounts written off, and 
are not intended to reflect present or future values. 


(c) Deferred exploration and development expenditures (note I(d)): 


Balance Expenditure Balance 
December 31, during Written December 31, 
1976 year off 1977 
Pert ee a eee TSS CNS: Ppert yr Ba 
CamlarenyProyec tice xe eee P5365 235 = 1,113,600 


(d) The ultimate realization of the company’s investment in mining properties and deferred 
exploration and development expenditures is dependant upon the availability of financing and 
the development of successful mining operations. 


4. BANK INDEBTEDNESS 
Bank indebtedness is partially secured by a general assignment of book debts. 


5. REMUNERATION OF DIRECTORS AND SENIOR OFFICERS 


(a) Directors and senior officers, as defined in the Business Corporations Act, received direct 
remuneration in the year ended December 31, 1977 of $3,500 (1976 — $38.300). 


(b) Rayrock Mines Limited pays substantially all the remuneration of directors and senior officers of 
the company and other associated companies, and is reimbursed by these companies for their pro- 
portionate share thereof. 


6. CONTINGENT LIABILITY 


The company has guaranteed that it will be responsible for any currency exchange differences, based 
on 1973 rates, that may arise from the payment in commercial French francs of a liability of $406,000 of 
Avoca Mines Limited. 


7. USE OF FUNDS FROM CURRENT OPERATIONS 


1977 1976 
$ $ 
Net loss: for the Year sv. ss.sceusdenaeemosedestencebeusteea enn stoatear esene ea amen te 10,097 58,368 
Items not affecting working capital — 

Advances to Avoca Mines Canada Limited written off ............ — (51,975) 

Gain (loss) on sale of 1mVestiients e-em cence ae rene ty eee one 4.907 (21,280) 

Gain onsale Of 11xed assets i302 sitter sce tere earn ere ee 26,453 oo172 

Share of loss determined by the equity method oscee sees: (738) (6.007) 

ORE cercseccatctee cattery Re eaes cca tea ene ne eee ee ee ee ee (750) (1,193) 

39,969 35,085 


8. INCOME TAXES 


The company has substantial amounts of deferred exploration and development expenditures 
available for income tax purposes which may be applied against income of future periods. 


9. RECLASSIFICATION OF 1976 FIGURES 


Certain of the 1976 figures have been reclassified where necessary for comparative purposes. 


10. ANTI-INFLATION 


The company is subject to restraints of dividends under the terms of the Anti-Inflation Act and 
Regulations. 


Canada. 


